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Health economics
Using economics to set pragmatic and ethical priorities
Stuart Peacock, Danny Ruta, Craig Mitton, Cam Donaldson, Angela Bate, Madeleine Murtagh

Doctors and managers have to make tough decisions about what services to provide from their
budgets. Economic approaches can help, but they also need to take into account the practical and
ethical challenges faced by healthcare professionals

Doctors and managers in hospitals and primary care
have to manage competing claims on their limited
budgets. They have to decide what services to fund and
what not to fund as well as the extent of funding. Extra
resources will not remove the fundamental need to
make such choices because healthcare needs and wants
will always outstrip the resources available. Economic
approaches to resource management at the local level
have had limited success, partly because economists
have failed to consider properly the practical challenges
that managers and doctors face in making rational
priority setting decisions.1 Ruta and colleagues
described an approach called programme budgeting
and marginal analysis, which they argue recognises the
need to balance clinical autonomy with financial
responsibility.2 We describe two checklists to aid manag-
ers and doctors in implementing local frameworks for
resource management based on this approach. These
checklists deal with pragmatic and ethical considerations
that are central to the successful design and implemen-
tation of priority setting processes.

Why do we need an economic approach?
The challenge of setting health service priorities is
greater than ever. In the United Kingdom, despite the
Wanless recommendation for up to a £29bn (43%) real
increase in health spending over five years3 many
primary care trusts are overspent, with the total deficit
estimated to be £500m ($870m; €727m) in 2005.4 At
the same time, important questions remain as to what
managers and doctors are meant to do with national
health technology guidance in their local contexts of
resource management.5 There is a missing link
between priority setting at national and local levels.
This is highlighted in the United Kingdom by the
absence of guidance on how managers and doctors are
to commission effectively6 and by the relatively poor
record of the NHS in implementing evidence from
economic appraisals at the local level.7

Setting local priorities
Economists’ approaches to setting priorities are based
on the costs and benefits of health services, using the
principles of opportunity cost and marginal analysis.8

The basic principle is that to do more of some things
we have to take resources from elsewhere, by either
doing the same things at less cost or reallocating
resources from other areas of care. This requires accu-
rate measurement of the costs and benefits of
healthcare programmes.

These approaches have been applied to some
degree at the national level, such as in the health tech-
nology appraisals of the UK’s National Institute of
Health and Clinical Excellence and the pharmaceuti-
cal benefits scheme in Australia. However, surveys in
the United Kingdom, Canada, and Australia have
shown local managers and doctors have limited aware-
ness of economists’ tools that could help them set pri-
orities, although they would prefer to work with such
tools.9–11
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Programme budgeting and marginal analysis offers
a pragmatic framework to help managers and doctors
to set priorities that obtain maximum patient benefit
from limited resources.8 Programme budgeting and
marginal analysis has seven stages (box 1).2 An impor-
tant message from programme budgeting and
marginal analysis is the need for economic analysts to
be practical and not expect managers and doctors to
take up mechanistic approaches to priority setting. It
reflects the need for a more holistic economic
approach to resource management.1 12 13 If doctors and
managers are to use an economic approach to setting
priorities it needs to consider a range of pragmatic and
ethical issues.

Pragmatic considerations
Pragmatic considerations reflect the practical chal-
lenges that managers and doctors face in managing
resources and will determine whether the priority set-
ting process results in actual changes to the amounts
and types of health care provided. They relate to estab-
lishing organisational objectives, understanding
organisational context and ensuring organisational
readiness, establishing an appropriate advisory panel,
and ensuring that the implementation of results is fea-
sible (box 2).1 12 13

The objectives of the organisation (health author-
ity, commissioner, provider, etc) should be established
at the outset. Establishing these objectives requires
careful consideration of three inter-related issues.
Firstly, managers and doctors within the organisation
may have multiple objectives—for example, clinical
effectiveness, equity, or cultural appropriateness.
Secondly, objectives should reflect local priorities but
also be compatible with national and regional policies.
Thirdly, organisations will have different short and
long term objectives.

Perhaps the strongest challenge to any explicit, evi-
dence based priority setting process is that of organisa-
tional context and behaviour. Strong management
leadership and clinical champions are required for
success. Priority setting should occur in a context of
relative organisational stability (noting that flux is the
norm rather than the exception in health services),
with some degree of coherence in long term strategies
for planning across health services. Institutional
boundaries, such as separate budgets for different
types of services, should be clearly established. A key
question is whether stated objectives are achievable
within current institutional boundaries. If not, the
objectives should be revised in the short term.
Incentive and sanction mechanisms, including remu-
neration and funding mechanisms, should be identi-
fied, and their potential impact on resource manage-
ment decisions examined.

International experiences have highlighted the
central role of the advisory panel in setting priorities.
Its role is to make recommendations for reallocating
resources to better meet organisational or health
system objectives.1 12 13 An advisory panel comprises
key stakeholders in the priority setting process:
individuals from relevant clinical and non-clinical
disciplines and the community. Stakeholders may
include those directly involved in the programmes
being considered (doctors, managers, and consumer

representatives) and those indirectly involved (collabo-
rating providers, policy makers, finance and informa-
tion staff, and community representatives). The
advisory panel should receive training in the principles
of priority setting to ensure that members have owner-
ship of the process. Community stakeholders have an
important role in ensuring decisions reflect the
community’s values and needs. However, including
community members will not guarantee that commu-
nity views are fully reflected because of the problems of
tokenism (do they have a real influence?), representa-

Box 1: Stages in priority setting using programme budgeting and
marginal analysis

Determine the aim and scope of the priority setting exercise—Will the analysis
examine changes in services within a given programme or between
programmes?

Compile a programme budget—The resources and costs of programmes
combined with activity information

Form a marginal analysis advisory panel—The panel should include key
stakeholders (managers, clinicians, consumers, etc) in the priority setting
process

Determine locally relevant decision making criteria—The advisory panel
determines local priorities (maximising benefits, improving access and
equity, reducing waiting times, etc) with reference to national, regional, and
local objectives

Identify where services could grow and where resources could be released through
improved efficiency or scaling back or stopping some services—The panel uses the
programme budget along with information on decision making objectives,
evidence on benefits from service, changes in local healthcare needs, and
policy guidance to highlight options for investment and disinvestment

Evaluate investments and disinvestments—Evaluate the costs and benefits for
each option and make recommendations for change

Validate results and reallocate resources—Re-examine and validate evidence and
judgments used in the process and reallocate resources according to
cost-benefit ratios and other decision making criteria

Box 2 Checklist for pragmatic considerations in priority setting

Establish the organisational objectives
• Multiple objectives (effectiveness, equity etc; trade-offs between objectives)
• Hierarchical objectives (provider, local, regional, and national levels)
• Inter-temporal objectives (short and long term)

Ensure the organisation is ready for change
• Develop leadership and ownership (managers, providers, consumers,
community)
• Consider timing and stability (organisational reforms)
• Identify institutional boundaries (budgetary, service fragmentation or
integration)
• Establish incentive and sanction mechanisms (financial, managerial)

Establish an appropriate advisory panel structure
• Recruit members representing all stakeholders (service managers,
providers, consumers, community)
• Identify roles and responsibilities (values, decision making criteria,
evaluation of services)
• Train key stakeholders
• Community participation (community values, specific needs)

Ensure that implementation of results is feasible
• Is there a desire to reallocate resources? (ownership)
• Will institutional boundaries allow reallocation?
• How well are funding and priority setting mechanisms integrated?

Analysis and comment
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tiveness (can they speak for the whole community?),
involving the same people all the time, and profession-
alisation (community members assimilate the profes-
sional culture during the process).14

The results of priority setting will be implemented
only if a decision making culture that considers costs,
outcomes, and trade-offs between alternative uses of
scarce resources has been established. Managers and
doctors must accept the key concepts that underpin
programme budgeting and marginal analysis and other
economic approaches to priority setting. Successful
application of priority setting methods requires a degree
of integration between funding and priority setting
mechanisms. If priority setting mechanisms conflict with
funding mechanisms at local or regional levels, or with
budget setting mechanisms within provider organisa-
tions, priority setting is unlikely to lead to changes in the
allocation of resources.

Ethical considerations
Stakeholders within health services and the wider com-
munity will want to know that the decisions making
process was fair.15 One approach, and probably the most
widely promoted, to addressing fairness in priority
setting is Daniels and Sabin’s ethical framework of
accountability for reasonableness.16 Under this frame-
work, a priority setting process is considered to be fair if
it satisfies the four conditions relating to publicity, rele-
vance, appeals, and enforcement. We used these as the
basis for our checklist for ethical considerations (box 3).

One way in which ethical considerations can be
incorporated into a resource management process is
to interview or survey relevant stakeholders after the
results have been implemented. The accountability for
reasonableness framework has been successfully used
in this way to evaluate programme budgeting and mar-
ginal analysis.1

Alternatively, the conditions of accountability for
reasonableness could be an integral part of the design
of a priority setting process, so that ethical evaluation is
conducted alongside economic appraisal. Fairness and
openness in the process can improve the perceived
credibility of decisions, which may help to mitigate
practical problems arising from resources being shifted
from one service to another.

This type of focus on fairness in priority setting
relates to how decisions are made and does not bypass
the need to engage with core economic principles that

underpin resource management decisions (why those
decisions are made). Decision makers need to be able
to explain both why and how particular decisions are
made.17 We would argue that an approach to priority
setting based both on economic principles and a fair
process is desirable.

Conclusions
We have described checklists for pragmatic and ethical
issues that managers and doctors need to consider
before undertaking a priority setting exercise. Both
checklists should be considered as an integral part of
the design and implementation of economic
approaches to setting local priorities, and potentially at
other levels of decision making. At the local level, pro-
gramme budgeting and marginal analysis offers a
transparent and robust tool for managers and doctors
to use in setting priorities and managing resources,
based on economic principles.

We have not discussed the economic considera-
tions in local priority setting at local level. Decisions
should, of course, be based on rigorous economic data.
Nevertheless, even if relevant, timely, and accurate evi-
dence on costs and benefits is generated as part of the
priority setting process, resources are unlikely to be
shifted unless the pragmatic and ethical considerations
are adequately addressed. Many challenges remain for
managers and doctors in the successful design and
implementation of priority setting processes at the
local level. Perhaps the most important challenges lie
in incorporating organisational context and ethics into
economists’ approaches to priority setting, while mak-
ing economics an integral part of managers and
doctors’ management processes.
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Child health
Overuse of institutional care for children in Europe
Kevin Browne, Catherine Hamilton-Giachritsis, Rebecca Johnson, Mikael Ostergren

Children in institutional care are at risk of attachment disorder and developmental delay, but Europe
still relies heavily on this form of care for children in adversity

A minority of children live without their parents, either
because their biological parents have died or
abandoned them or because their parents do not have
the means to care for them appropriately. Under the
United Nations’ Convention on the Rights of the Child
all 52 countries in the World Health Organization’s
European region agreed to provide children in need
with temporary or permanent substitute care. Substi-
tute care varies from institutional care to forms of fam-
ily based care, such as guardianship by relatives or
friends, fostering, or adoption. The services that have
been offered have changed over time and have been
influenced by political, economic, and social changes.

Institutional care is commonplace
The recent special issue of the BMJ on Europe in transi-
tion identified the problems associated with the reform
of healthcare systems from centralised state bureaucra-
cies to health insurance and market led services. The
editorial on mental health in post-communist countries
highlighted the overuse of institutions for people with
mental health problems and intellectual disability and
the lack of a public health approach involving primary
care and community services.1 A recent survey by the
University of Birmingham and the WHO regional office
for Europe reported overuse of institutional care for
young children in need—with and without disabilities.2

However, institutional care of young children was not
restricted to countries in transition and was common
throughout the European region (table). Institutions
were defined as residential health or social care facilities
with 11 or more children, where children stay for more
than three months without a primary care giver. Small
institutions had the capacity for 11-24 children and
large institutions 25 or more children, regardless of age.2

The recent WHO initiative on the prevention of
child abuse3 expressed concern about the lack of com-

munity services to uphold the child’s right to grow up
in a family environment. National child protection
policies and legal procedures to rescue children from
abuse, neglect, and abandonment have sometimes
developed piecemeal and not in parallel with primary
care strategies for prevention of abuse and alternative
family based care. Thus, in some countries, not enough
surrogate family placements are available, so that chil-
dren may be placed in institutions for long periods.

Is the evidence of harm being ignored?
More than 50 years of research provides convincing
evidence that institutional care is detrimental to the
cognitive, behavioural, emotional, and social develop-
ment of young children.4–6 Improvements are seen in
cognitive ability when children are removed from insti-
tutional care at an early age and placed in a family.6 7

However, institutional care has a lasting impact on
behavioural and social development, even when a child
is later placed in a supportive family.8–10

Children in institutional care rarely have the
opportunity to form an attachment to a parent figure/
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